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A Description of certain of
the Principal Stock Exchange
Sectcrities.
BY
JOHN NICOLL, F.F.A.
OF THE LIFE ASSOCIATION OF SCOTLAND
VOL. IV. c
A Description of certain of the Principal
Stock Exchange Securities.
MANY valuable papers have from time to time appeared among our
own Transactions and in the Journal of the Institute of Actuaries
bearing upon the Amounts invested by Life Offices in various securi-
ties, and the rates of interest yielded by such investments at
different epochs. So far as I can discover, however, with the
exception of a short, but very instructive, paper on Eailway
Debenture Stock by Mr. Coles in the 15th vol. of the Journal,
nothing has been written in description of the origin and character
of the various securities which are usually selected for the invest-
ment of Life Offices' and other Funds. Having discovered that
many others besides myself have experienced difficulty in obtaining
information on this subject, I have ventured to put down in an
elementary way the results of my own research in regard to it.
The President of the Institute of Actuaries, in his Inaugural
Address, delivered recently, impressed upon his hearers the im-
perative necessity for the Actuary being now a practical financier
also, and I am sure that every one of us knows sufficient
about the difficulties that beset the investment of money at the
present day to fully indorse his remarks. No one can, how-
ever, it seems to me, be a "practical financier" without having an
intelligent knowledge of the character of various securities, and
it is my desire to-night to try to help in some small measure
towards the attainment of that knowledge.
Intimate acquaintance with the outs and ins of the various
classes of Stock Exchange securities is no doubt obtained only
after considerable experience in dealing with them, and I must
content myself therefore at this time with giving such information
as I can regarding them, in the hope that it may be of assistance
to those at least who are on the threshold, as it were, of the subject.
The Securities usually dealt in by Investors may no doubt be
classified in many different ways. We may, however, for our
purpose, arrange them into three groups, namely,
SsSJriffiS!1 0 ) T H s e usua l ly termed the "Gilt-edged " or Trustee
Securities; (2) Those which are not usually included
in the first class, but which, all the same, may form very desirable
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investments for the funds of a Life Office; and (3) Those which are
of too speculative a character to be classed in either of our other two
groups, and which are therefore unsuitable for the investment of
Life Offices' Funds. We shall deal chiefly or almost altogether
with the securities included in the first two groups.
The rate of interest yielded by an investment is usually a very
good index to the class of security in which it should be included,
The Rate of according to the well-known rule that a very high rate
interest an
 of interest signifies a weak security. In fact, any
character of return over and above the market rate is generally to
investment.
 b e regarded as of the nature of a risk premium rather
than as interest.
The List of Investments allowed by the Trustee Acts will show *
us very clearly which securities are to be included in our first
The Trustee grouP- The List for England differs in many respects
Acts. from that for Scotland, and this may perhaps occasion
nvestments.
 c o n f u s i o n j n regard to the investments of some estates.
The following statement will show (1) which classes of securities
in their entirety are allowed by both Acts; (2) Securities allowed
by both which are of the same genus but of different species, so to
speak; and (3) Securities which are allowed by one or other
exclusively.
I. SECURITIES ALLOWED DY BOTH THE ENGLISH AND SCOTCH ACTS.
(a) Government Stocks or Public Funds or Securities of the
United Kingdom.
(b) Stock of the Bank of England.
(c) Securities the interest of which is guaranteed by Parliament.
(d) India 3 and 3 | per cent. Stocks. l
II. SECURITIES ALLOWED BY BOTH UNDER VARYING CONDITIONS. f
(a) Debenture Stocks.of Eailways in United Kingdom :—
England.—Where not less than 3 per cent, has been paid
on Ordinary Stock for past ten years.
Scotland.—Without any such qualification.
(b) Railway Eent Charge, Guaranteed and Preference Stocks :—
England.—With same qualification as in the case of
Debenture Stocks.
Scotland.—Where dividends are "cumulative" and a
dividend has been paid for the past ten years on the
Ordinary Stock.
(c) Stock of a Railway leased to another Company :—
England.—If the lease is for not less than 200 years at
a fixed rent.
Scotland.—If there is a lien retained over the under-
taking.
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(d) Stocks of Municipal Corporations issued under Act of
Parliament:—
England.—Of towns of over 50,000 inhabitants.
Scotland.—Without such restriction.
(e) Debenture Stock of Indian Eailways, interest of which is
guaranteed by Government:—
Scotland only allows Loans on this class of Stock.
III. SECURITIES WHICH ARE ALLOWED BY ONE OR
OTHER EXCLUSIVELY.
England.—Bank of Ireland Stock.
Indian " B " Annuities and " D " and " C " Annuities
of the East Indian Railway.
Debenture and Preference Stock of any incorporated
Water Company in Great Britain which has paid
for past ten years a dividend of not less than 5 per
cent, on its Ordinary Stock.
Water Trust Stocks of towns of over 50,000 inhabi-
tants, where assessment for past ten years has not
exceeded 80 per cent, of the amount authorised.
Scotland.—Colonial Bonds, not payable to bearer, approved by
Court of Session.
The English Act permits the purchase at a premium of redeem-
able stocks, but prohibits those stocks which are liable to redemp-
tion at par or other fixed rate within fifteen years of the date of
purchase, or which stand at a premium of 15 per cent, above the
redemption value.
In the 10th vol. of the Journal of the Institute of Actuaries Mr.
Bailey states what he considers are the principles to be observed
in investing the funds of a Life Office, and these may
b"obse!ved° help us in selecting securities which are not in our
Fundssting ^rsfc SrouP an(* whi°h m a y be suitable for inclusion in
our second group. The rules given by Mr. Bailey
are as follows:—
1. That the first consideration should invariably be the
security of the capital.
2. That the highest practicable rate of interest be obtained,
but that this principle should always be subordinate to
the previous one, the security of the capital.
3. That a small portion of the total funds (the amount vary-
ing according to the circumstances of each individual
case) should be held in readily convertible securities for
the payment of current claims, and for such loan trans-
actions as may be considered desirable.
4. That the remaining, and much larger, proportion may
safely be invested in s e c u r i ^ that are iioij readily
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convertible, and that it is desirable, according to the
second principle, that it should be so invested, because
such securities, being unsuited for private individuals
and trustees, command a higher rate of interest in con-
sequence.
5. That as far as practicable the capital should be employed
to aid the Life Assurance business.
Before proceeding to examine in detail the securities
fhangeEte"rms. m o s t frequently dealt in by investors, we may consider
shortly some of the terms most frequently made use of
in financial circles.
Governments and Corporations issue their loans
io°nds.Shares> *n ° n e o r o ther of three forms, namely, Stock, Shares,
or Bonds.
Stock and Shares would seem to imply more personal interest
than Bonds do in the purpose for which a loan is raised.
Stock was no doubt originally the name given to the capital of
^ the loan by the borrower. It is that whereon he is to trade or to
carry through the purposes he has in view.
Shares may, on the other hand, be said to be the same capital
from the lender's point of view. They express his interest in the
success of the venture for which the capital is raised.
Bonds are usually taken up by those who'simply desire an in-
vestment, with security for the safe return of their capital, without
much consideration as to whether or not the borrower is very
successful in the enterprise for which he asks the loan.
Consequently the return on the capital of Stock and Shares
usually varies with the variation in the success of the undertaking;
while the interest on Bonds is always a fixed quantity. Further,
j| in the case of Stock and Shares the borrower usually does not
agree to repay the capital at any time, and hence the value of the
! lender's capital at certain dates will depend on what may be
realised for it then in the market, and will vary with the variation
in the return as well as for other reasons. Under a Bond, on the
other hand, the lender binds himself to return a certain sum at an
jj agreed-upon date.
j| Stock and Bonds are usually nominally for fixed hundreds of
pounds, and do not carry liability for the contribution of any
further amount than that already subscribed.
Shares may be for any sum, and may be fully or only partially
subscribed.
" Shares are not necessarily converted into Stock as soon as they
are paid up; they may exist either as paid-up shares or as not paid-
up shares. But as regards Stock, that can only exist in the paid-up
state. In popular language, however, a stockholder in a railway
, is known as a shareholder, and in law he possesses so much of the
same essential character that a bequest by a testator who was both
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Stock Certi-
ficate.
"Inscribed"
Certificates.
a share and stock holder * of all his railway shares' was held to
pass the Stock."
As we have already said, Stocks and Bonds are usually for even
hundreds of pounds, but they may be issued, or be selling in the
market afterwards, either at a discount, or at a pre-
mium, or at par. If the credit of the borrower is low,
he may, instead of offering a larger rate of interest,
agree to accept less than the nominal value of the
loan, though he binds himself to pay interest on the nominal
amount and to repay the loan at maturity in full. On the other
hand, if the credit of the borrower is very good, he may, instead
of reducing the interest, require a premium on the issue price of the
loan. If Stocks or Bonds are issued, or are selling in the market,
at their nominal value, they are said to be at par.
The final title of an investor to an interest in any
public fund or loan is called a Stock or Share
Certificate.
Inscribed Certificates are those having the name of
the holder inserted in them, as opposed to those
payable to Bearer.
Scrip, said by some to be an abbreviation of the word subscription
(but more probably derived from scriptum) is applied to the docu-
ment certifying payments of deposit and calls prior to
c n p
' the issue of the final certificate, and is dealt with in
that form. The shares of all new companies are generally issued
as Scrip immediately after the first deposit has been made, and are
not registered till some of the calls have been demanded. Many
foreign railway shares, etc., continue to be dealt in as Scrip even
after the shares have been fully paid up.
Dividends are the half-yearly payments of interest on different
Stocks and Shares : and are, as the word implies, the
" Dividends." , - J . I T - - O n, • n
 T • ,
shares in the division of profits accruing from Joint-
Stock Companies in general. The dividends are usually remitted
Dividend to the proprietors by orders on the Company's bankers,
warrants.
 a n ( j these orders are called Dividend Warrants.
Coupons (derived from the French "Couper") are Dividend
Warrants annexed to Bonds for certain classes of loans, generally
of Foreign and Colonial Governments, for the purpose
of being cut off hy the holders themselves and presented
for payment as they fall due.
Ex-Dividend is a term used to show that the buyer of Shares or
uEx. Stock or Bonds is not entitled to the Dividend then
Dividend." payable or about to fall due.
«cum- Cum-Dividend, on the other hand, means that the
Dividend." buyer is to receive such Dividend.
There are many other terms in addition to the above used on
the Stock Exchange, such as Bull, Bear, Contango, Backwardation,
(t
 Coupons."
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Time Bargains, etc., but they apply chiefly to pure speculations-
virtual gambling—on the rise and fall of Stocks, and we need not
notice them here.
We may, however, refer here to a term or qualification that is
frequently applied to many Stock Exchange Securities, namely the
word consolidated. We have " Consolidated Ordinary
soHdated." Stock," "Consolidated Preference Stocks/' "Con-
solidated Debenture Stocks," and so on, and it may be
well to explain the term somewhat fully. It will be found from any
of our Dictionaries that to consolidate means to unite several smaller
pieces into one solid mass. Hence a debtor who owes twenty
people £100 each on some security may get some one creditor to
advance him sufficient to pay off all the others, and thereafter he
will have only one creditor for the debt of £2000 in place of
twenty as formerly. In this way he consolidates his debt. Similarly
a Eailway Company or other Corporation may consolidate loans
of various amounts, raised at different dates, under different con-
ditions, and at different rates of interest, into one loan bearing one
uniform rate of interest, and subject generally to the same regula-
tions and conditions. There are evident advantages
Consoiidltfonf to be derived both by the borrower and also by the
lender from consolidation. As regards the borrower
—say a Eailway Company—it is much easier and also less expen-
sive to manage one Stock for £1,000,000, than to manage ten
separate Stocks of £100,000, each requiring separate bookkeeping,
and having perhaps dividends payable at different dates. The
advantage of consolidation to the lender will no doubt lie chiefly
in the improvement of his investment—a large well-known Stock
being much more likely to realise a readier market and a higher
price than one of smaller amount which is infrequently dealt in, £
and is therefore very little known to investors. (
Another term that is frequently added to various Stock Ex-
n change Securities is the word " Perpetual." We have
stocks! " Perpetual Preference Stock/' "Perpetual Debenture
Stock," etc. The term simply means that such stocks
are irredeemable.
It may not be out of place to point out here that the quota-
tion in many Stock Lists of the yield of redeemable securities
which are selling at a premium is often misleading, owing to the
fact that no allowance is made for the securities being payable only
at par on redemption.
With a view to discovering which classes of Securities are at
present most open to, or most in favour for, the investment of Life
Offices' Funds, I annex a Table, taken from the Board of Trade
Returns, showing how the amount invested by all the Ordinary
Life Assurance Offices of the United Kingdom during last year
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was placed. It will be seen from this that Mortgages decreased
£372,520 in amount, and Loans on Personal Security were less
by £66,724 than in the previous year. The Surplus Income
invested was £7,926,564, and, adding the repayments from the
two heads referred to, the total of these amounts for which invest-
ment was actually found during last year was no less a sum than
£8,365,808. Our Table shows that as much as 24 per cent, of
that amount was invested in Debentures, 22 per cent, in Stocks
and Shares, 15 per cent, in Indian and Colonial Government
Securities, and 13 per cent, in Loans on Rates (probably of Colonial
Townships chiefly); or, under these four heads together three-
fourths of the whole amount invested was placed. If we assume
that "Life Interests and Reversions" are largely composed of
Consols, we have an increase in the year of about £700,000 on
British Government Securities, making the total amount still held
under that head, directly or indirectly, by British Offices, close
upon £10,000,000.
INVESTMENTS OF ORDINARY BRITISH LIFE OFFICES.
Securities.
0)
Mortgages
Loans on Policies
Loans on Rates
British Government"!
Securities . . /
Indian and Colonial)
Securities . . /
Foreign Securities .
Debentures
Shares and Stocks .
Companies' Own\
Shares . .)
Land and House
Property, and
Ground Rents
Life Interests and'
Reversions
Loans on Personal"
Security
-
•
•
Tear 1894.
(2)
£
84,743,199
10,270,509
21,420,034
4,868,072
15,654,471
4,162,339
27,012,987
14,415,667
606,415
14,781,487
4,150,874
1,551,254
£203,637,308
Year 1895.
(3)
£
84,370,679
10,615,387
22,527,487
4,922,976
16,886,608
4,602,789
29,010,542
16,226,370
620,709
15,490,108
4,805,687
1,484,530
211,563,872
203,637,308
£7,926,564
Difference.
(4)
£
- 372,520
+ 344,878
+ 1,107,453
+ 54,904
+ 1,232,137
+ 440,450
+ 1,997,555
+ 1,810,703
+ 14,294
+ 708,621
+ 654,813
- 66,724
+ 8,365,808
- 439,244
£7,926,564
Percentage
of (4) of
£8,365,808.
...
4 2
13 2
•5
14-7
5 3
24-
21-6
•2
8-5
7-8
...
We shall now describe some of the principal Stock Exchange
Securities in detail. And first of all we have
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BRITISH GOVERNMENT SECURITIES.
In the front rank of the " Gilt-edged" Securities, and in fact
in the very front of all securities, must, without doubt, be placed
the British Government Stocks. In examining and describing
these it will be necessary to trace to some extent the origin and
history of the National Debt, and we shall endeavour to do this as
shortly as possible. There seems the more reason for doing so
here from the fact that there is really some difficulty in getting
clear information regarding many points connected with the
National Debt which should be of the greatest interest and import-
ance to every British subject.
In earlier times loans were made, not to the nation, but to the
Sovereign. Henry vil. borrowed from the City of London £4000,
which sum he punctually repaid, and Queen Elizabeth's
DebtNatl°nal exactness in repaying loans made to her has also been
noticed. William in. was the first who borrowed money
for which the credit of the nation was pledged; and in 1694, for
the first time in our history, the item Interest and Management
of the Public Debt appears in the National Accounts.
In its earlier history the National Debt was " Unfunded" in
character—that is to say, it consisted simply of loans which the
Government had borrowed for various periods, and
Debtfunded which it was bound to pay off at certain fixed dates.
As its indebtedness increased, however, the Govern-
ment, in order to avoid the inconvenience and anxiety of having
to provide, by borrowing anew, for repayment of large sums falling
due perhaps when the market was in an unfavourable condition
for raising money, resorted to the expedient of "fund-
Debt! e ing" the Debt, a practice which appears to have ^
originated with the Italian Republics. By "funding " f
is meant simply that the Government undertook to pay interest
on its indebtedness annually, or semi-annually, at an agreed-upon
rate, but reserved to itself the power of repaying the principal only
at such time as it might choose. The word "Fund" originally
implied the special taxes or "funds" set apart for meeting the
charge on the money borrowed, not, as now, the principal of that
,. „ , money itself. The term still survives in the expression
'Consolidated
 it n v 1 J i TO i n i • i • ,i .
Fund." Consolidated Fund," which is the name given to
that part of the National Eevenue which is set apart
to meet chiefly the charges for interest, etc., on the National Debt.
The National Expenditure falls under three Categories
(1) The Consolidated Fund Charges (for year
to 31st March 1895) . . . £26,642,421
(2) Army and Navy 35,445,'oOO
(3) Civil and Miscellaneous Services, including
Expense of Collection of the Revenue 315831,000
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The Consolidated Fund Services are as follows—
For Interest on National Debt, Annuities,
Sinking Fund, Management of the Debt, and
all other charges connected with the Debt £25,000,000
The other Charges on Consolidated Fund were
as follows:—
Civil List . . . . £407,774
Annuities and Pensions . 316,758
Salaries, etc. . . . 81,618
Courts of Justice . . 514,633
Annuities and Miscellaneous 321,638
1,642,421
Total Consolidated Fund Charges £26,642,421
Consequent upon the " funding " of various loans came the con-
solidation of the national indebtedness. As we have already
noticed, consolidation makes the management of debt
ofODebt?atl°n m u c h easier and also less expensive. It may be in-
teresting to state that the first, or among the first, con-
solidation of the Government Debts was undertaken by what would
nowadays be called a Syndicate. Owing to Marlborough's wars
the public credit had sunk to a low ebb. Floating obligations to the
amount of many millions were selling in the market at a discount
of 40 per cent. To the amount of over nine millions of pounds,
they were bought up by the famous South Sea Company, which
got them converted into Perpetual Stock, bearing 6 per cent,
interest. In addition, the Company obtained a charter, giving it
a monopoly to trade in Western Seas, though it never did any
trading. In 1714 the Government owed the South Sea Company
£10,000,000, on which it received 6 per cent, interest, and £8000
for management. Two years later interest was reduced to 5 per
cent. Various other financial operations were undertaken by the
Company on behalf of the Government, until the total indebtedness
of the Government to the Company amounted to over £37,000,000.
Interest on the whole of this debt was ultimately reduced to 4 per
cent. For the privilege of carrying out these financial operations,
the Company offered Government a bonus of £7,000,000, but the
money was never paid, as the " bubble " soon burst. The South
Sea Stock and Annuities were afterwards all either paid off or
converted into other securities.
In 1751 several descriptions of English Debt, amounting in all
to over £9,000,000, were consolidated into one fund bearing a
uniform interest of 3 per cent., an operation which
"Consols.1' g a v e o r jgjn t o t j i e n o w fa miiia r term "Consols" (i.e.
Consolidated Stocks). Various other stocks, to the amount of
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nearly £18,000,000, were consolidated at the same time, forming
the commencement of the 3 per cent, reduced Annuities. These
Stocks were largely added to from time to time, until they
amounted to hundreds of millions.
For our purpose, it is unnecessary to follow the various changes in
and consolidations of the Debt, and reduction of interest thereon,
which have been given effect to at different periods.
tt??lfSional W e s h a 1 1 r a t h e r d e a l w i t h t h e ] D e b t a S {t a t P r e S e n t
Srentadadtifs stands. It may be interesting, however, merely to
glance at the amount of the Debt at various points,
and at the causes which led to its enormous increase at certain times.
In 1688 the whole National Debt amounted to the very trifling
sum of £660,000, principally in the form of terminable annuities.
During the reign of William ill. £15,000,000, and during Queen
Anne's reign £38,000,000, respectively, were added to it, making
the Debt at the accession of George I. in 1714, £54,000,000.
Further large increases were made at various times, while only un-
important decreases were effected, so that at the commencement of
the American War in 1775 the Debt stood at £128,000,000. At
the end of the American War it was just about doubled, its amount
then being £250,000,000; The French War added
DebSt°snal the enormous sum of over £600,000,000 to the Debt,
amount s o that January 1816 has the unenviable distinction
of being the date at which, during its whole history,
the Debt has stood at its highest point. Eeckoned according to i
the present method of capitalising annuities, the Debt stood at that
date at a little over £900,000,000. Contemplating the possibility
of the National Debt increasing to £200,000,000, Dr. Price
exclaimed, " One cannot reflect on this without terror I" What would
have been the good Doctor's feelings if it could have been made *
known to him that it would by and by rise to £900,000,000? |
Since 1817 considerable reductions have in one way or another
been made in the amount of the funded Debt, so that at 31st
March 1895 it stood at £660,000,000 (still further reduced at
31st March 1896 to £652,500,000).
It may safely be said that the National Debt should never have
reached the enormous figure it did, if it had not been for the
insane ways in which most of the loans composing it were raised.
The credit of the Government was, no doubt, very much down
when they borrowed, and, instead of paying a larger rate of
interest and borrowing at par, they paid 3 per cent, only, and f
issued the loan at an enormous discount. For example, in 1793 a f
3 per cent, loan of i\ millions was offered at a price of £72 per
cent., the Government thus making itself liable for £6,250,000.
Between 1776 and 1785 for £91,763,842 actually borrowed by
Government, £115,268,000 was undertaken to be repaid, besides
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bonuses in the form of Terminable Annuities to the value of
£10,000,000. No wonder the country's indebtedness increased!
Had the Government borrowed at par and paid interest at the
rate of say 6 per cent, instead of only 3 per cent., the annual
charge for interest would have been higher for a time, but the
Debt itself would have been less in amount by several hundred
millions than it is, and it would have been a very easy matter
to reduce the rate of interest as the credit of the Government
improved.
We will now refer to the component parts of the National Debt
M „• IT^ ,_ a s it stood at 31st March 1895, and also notice the
National Debt , 1 1 , 1 , 1 i i 1 • i i J.
at 31st March methods that have been, and are being, employed to
1 95
' lessen its amount.
The National Debt then is of three descriptions, viz.:—
I. The Funded Debt, made up of the following—
(a) £522,000,000 Consols (Goschens), interest 2f till 1903,
and thereafter 2 J per cent.
(b) 4,650,000 2f Consols.
(c) 32,000,000 2J „
(d) 11,000,000 borrowed from the Bank of England at
various times.
(e) 2,600,000 borrowed from the Bank of Ireland at
various times.
The reason that there are three different descriptions of
Consols is that in 1884 Mr. Ohilders, as Chancellor
of the Exchequer, gave the holders of 3 per cent,
consols the option to convert each £100 of their 3 per
cent. Stock either into £102 2f consols or into £108
2 | consols. In both cases the Stocks are not redeem-
able until after 5th January 1905. The 2 | per cents,
were originally created by Mr. Gladstone in 1853.
In 1888 and 1889 Mr. Goschen compulsorily effected
the conversion of the remainder of the old 3 per cent.
Stock into consols bearing 2f till 1903 and 2 | there-
after. This Stock cannot be redeemed till 1923, and
thereafter at par.
II. Terminable Annuities, consisting of—in capital value— "
(a) £11,650,000 Life Annuities.
(b) 43,000,000 Savings Bank, Chancery Fund, and other
Annuities.
III. The Unfunded Debt, consisting of loans borrowed for short
periods, and represented by Exchequer Bills, Exchequer
Bonds, and Treasury Bills, amounting to between
£17,000,000 and £18,000,000. There were also B k
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Debts to National Debt Commissioners amounting to
£13,000,000.
The Government are also primarily responsible for (1)
£41,000,000 Local Loans 3 per cent. Stock which was created
to provide advances to commissioners and other local authorities
who borrow from Government; and (2) for £1,700,000 guaran-
teed 2f per cent. Land Stock (Ireland).
As a set-off to their liabilities it should be stated that the
Government have assets valued at about £25,000,000. They con-
sist of the Suez Canal Shares, estimated at £24,000,000, and
certain annual payments from the Colonies (for instance £35,000
per annum by the Australian Colonies under the Imperial Defence
Act 1888), valued at another £1,000,000 in all.
Income from taxation is only collected gradually, and cannot
therefore supply a fund for meeting the immediate expense of the
Public Service. To provide for such expense until the taxes of
the year are gathered in, the Government are empowered to issue
T.-H Exchequer and Treasury Bills, and Treasury Bonds.
Exchequer Bills. ^
 n
 J
 . ' ,
 J
 , ,
Treasury Bills. Exchequer Bills were first introduced to supply the
Treasury Bonds.
 w a n t of a circulating medium owing to the scarcity
of metallic money during the great re-coinage of 1695. They
were issued at first for sums as low as £5, and carried 7 | per cent,
interest. They are now issued for sums of from £100 to £1000 ;
as a rule for short periods only; and they bear a very small rate
of interest. They are chiefly serviceable as investments for
capitalists who are reserving their funds for some special purpose.
Exchequer Bonds were introduced by Mr. Gladstone in the year
1853 in connection with the redemption of the annuity payable to
the South Sea Company and for commuting some of the Public
Stocks. They are governed in many particulars by the same rules
as are applicable to Exchequer Bills. So long as the blank for the
name is not filled up, Exchequer and Treasury Bills and Exchequer
Bonds are all payable to bearer.
At various dates in the history of the National Debt, efforts
have been made to reduce its amount. At the time of issue of
sinking Funds. m a n y o f t h e earlier additions to the Debt, a Sinking
Fund of 1 per cent, was provided, so as gradually to
extinguish the amount of the loan. In some instances it was
stipulated that the Sinking Fund should be invested apart from the
Debt and be allowed to accumulate at interest so as to discharge the
Debt in one sum. This, however, led very often to the Sinking J
Fund being appropriated by the Government when in need of
money, and their so doing raised loud and bitter protests from
many quarters. New loans were, however, always raised at con-
siderable expense, and it seems unreasonable to have required the
Government to incur such expense in borrowing anew when they
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had a fund at hand which they could make use of. True, such
appropriation hindered the paying off of the debts the Sinking Fund
was provided to extinguish, but it also prevented the contracting
of fresh debts, and the expense connected therewith, so that the
indebtedness of the country was less in the end by this method
than by the other. A.Sinking Fund for the reduction of the
funded Debt was established in the reign of George L, but after a
time it became obsolete. In the year 1786, however, a "New
Sinking Fund" was established, and certain Commissioners (the
Speaker of the House of Commons, the Chancellor of the Exchequer,
Master of the Rolls, Accountant-General of Court of Chancery,
and the Governor and Deputy Governor of the Bank of England)
were appointed to carry its object into effect. This Sinking Fund
originally consisted of £1,000,000 annually, but, after various
modifications, it was enacted that it should not be for any fixed
amount, but should be derived merely from the surplus revenue
of each year. The fund continued in force in this shape till 1875,
when another " New Sinking Fund" was established by which
ultimately almost £29,000,000 was set aside for the annual service
of the Debt. By the Sinking Fund Act 1875 the annual pay-
ment was fixed at £28,000,000; by the National Debt Act
1887 it was reduced to £26,000,000; and by the National Debt
Act 1889 it was still further reduced to £25,000,000, at which
sum it now stands. Out of this fixed annual charge are paid the
interest and all charges for management of the Debt, and any balance
remaining thereafter is applied to the purchase and cancelment of
Stock. The Sinking Fund regulations of 1786 also still hold good
as regards any balance of National Revenue being applied in re-
duction of the Debt, The Commissioners also get handed over to
them several miscellaneous Receipts (from Land Tax, Composition
of Stamp Duty, Local Loans Restitution Fund, etc.), which last
year amounted in all to £300,000. Terminable Annuities it will
be seen are also to a great extent Sinking Funds,—each payment
of annuity being composed partly of interest and partly of repay-
ment of capital. In 1866 Mr. Gladstone cancelled Stock bought
with £24,000,000 Savings Bank Deposits, and turned it into
Terminable Annuities ending in 1885. The annual charge was by
that means increased to £1,725,000 from £720,000, the difference
of £1,005,000 being in reality a Sinking Fund. Mr. Gladstone
believed that the nation was much more likely to pay off its Debt
more speedily in this way than by a direct Sinking Fund charge.
Besides its own Debt, the British Government has, for various
causes, made itself responsible for either the principal, or the
interest, or for both principal and interest, of Loans to India, some
of the Colonies, and even some foreign countries. For instance,
" The Canada Guaranteed 4 per cent. Bonds " were issued in con-
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nection with a loan for the construction of a railway between
Quebec and Halifax, and the interest of the loan is guaranteed by
the British Government. Again, " The Turkish Guaranteed Loan "
was raised during the Crimean War to give Turkey the means of
carrying on hostilities against Russia, and the interest of it is
guaranteed jointly by France and Britain.
REGULATIONS AS TO TRANSFER, ETC., OF BRITISH STOCK.
Stock is transferable by attendance of the seller or transferor,
either personally or by his attorney, at the Bank of England to
sign the transfer form made out in the Bank books.
Stock Certificates to Bearer can be obtained in amounts of £100,
£200, £500, and £1000, at a fee of 2s. per cent.
The proprietor or his attorney must attend at the Bank to sign
the books and transfer Stock into Certificates to Bearer. Such
certificates may be re-inscribed on payment of Is. per certificate.
Holders of English Stocks can insert a name, and so make the
certificate " nominal/' in which case it cannot be re-inscribed in any
name other than that so inserted.
" Nominal" Certificates, if duly indorsed, may be exchanged for
Bearer Certificates on payment of Is. per certificate.
INDIAN AND COLONIAL GOVERNMENT SECURITIES.
It will not be necessary to enter fully into details of these
Securities, seeing that we have already dealt at length with the
British Government Stocks. We may, however, notice very shortly
one or two points regarding them.
The Indian Government Debt is of two classes : (1) The Sterling
Debt, amounting to over £100,000,000, and (2) The Rupee Debt
(known as " Rupee Paper "), for about a similar amount.
pfper*" ^he f ° r m e r has been raised in this country; the latter has
been raised in India. More than half of the total Indian
Debt has been incurred in constructing railways, and £30,000,000
of it has been expended in irrigation works. The greater part of
the Debt is thus productive in character. The Sterling Debt is held
in much the same way and under conditions very similar to those
under which the British Government Stocks are held. The Rupee
Stock can be held in Britain either in the form of Promissory Notes
or as Registered Stock. The Promissory Notes are
known as "Enfaced Paper/' when a notification is
printed on the face of them that " interest is payable
in London by draft on Calcutta.7' The fluctuating character of,
and the tendency to further serious fall in the value of, the Rupee,
taken with the inconvenience of having the interest payable by
draft on Calcutta, renders Rupee Paper an undesirable security for
'4
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an investment. The Indian Debt—other than the Rupee Paper
and India Debentures—comes within the Trust Acts. It is, how-
ever, open to question whether it is really entitled to the distinction
of being included among the Trustee Securities, seeing that it is
not directly guaranteed by the Home Government.
The Colonial Government Loans have been raised in some
instances under authority of the Imperial Parliament, and in
others by Acts of their own Legislatures. They have
Government been contracted in most cases for productive works,
such as railways, and the actual strain of debt is there-
fore not so heavy in their case as it might appear at first sight.
The loans are nearly all redeemable at fixed dates, and many of
them are being gradually paid off by Sinking Funds of fixed
annual amounts. Bonds and Debentures are also in many cases
being redeemed by annual drawings. Thus far there has been no
instance of default among any of the Colonial Governments, and
accordingly their credit is generally high. Many of the Australian
Colonies have, however, until within comparatively recent years,
taken rather full advantage of the facility for borrowing which
this high credit has given them, and as a result they are only now
emerging from a recent severe crisis.
As regards transfer, most of the Colonial Government Securities
follow the plan adopted by the Bank of England with regard to
transfer of British Government Stock. A few, however, follow
the plan originally inaugurated by Canada, of transfer by means of
deed instead of in the Books of the Stock.
The following points, among others, have been suggested as
worthy of consideration in connection with Colonial Government
Loans:—
1. The favour with which the Public Debt of a colony is re-
garded should be contingent on the amount of debt expended on
public works and the relative reproductiveness of such expenditure.
2. Although the mode of reckoning debt at so much per head
of population is to a certain extent fallacious, it is yet a very
important factor in the matter.
3. Existence of large tracts of unalienated lands in a colony is
a source of strength, as representing latent capital.
4. It is desirable that a larger portion of Colonial Debts should
be raised in the Colonies themselves, as large annual payments for
interest to be remitted to this country must eventually be the
source of considerable difficulty.
MUNICIPAL STOCKS.
Originally Corporations raised what money they required on
Mortgage, but this method was found very inconvenient and expen-
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sive. With the view of improving matters in this respect, the Local
Loans Act 1875 was passed, providing that money might be raised
by the issue of terminable Annuities, Debentures, and, where the
Local Acts authorised it, by the issue of Debenture Stock.
In 1882 the clauses known as the "Model Stock Clauses" were
embodied in local Acts empowering the creation of local Stock,
and a great many Corporations have since obtained the power to
issue such stock. The later Stock Acts require that the Loans
should be redeemable.
Several Corporations have also obtained special Acts of Parlia-
ment of their own to authorise them to borrow money for various
purposes.
As examples of the class of security ^ve are dealing with we
may glance for a moment at the three kinds of what we may per-
haps term London Corporation Stock—(1) Metropolitan Consols;
(2) Corporation of London Bonds; and (3) Loans to the Com-
missioners of Sewers of the City of London; and we shall at the
same time see the distinction between these three securities.
Metropolitan Consols.—The Metropolitan Board of Works was
created under the " Metropolis Local Management Act of 1855,"
for the purpose of carrying out improvements in London, forming
the Thames Embankment, street improvements, bridges, etc., and
it was empowered to levy rates upon the whole of the rateable
property within the Metropolitan area. In 1889 the Metropolitan
Board became merged in the London County Council. The
amount of these Consols stands at present at nearly £35,000,000.
Corporation of London Bonds.—The Corporation of the City of
London exercises authority within the precincts of the City,—the
centre of the area controlled by the London County Council. The
Corporation has also contracted loans for improvements, building
of markets, bridges, etc. These Bonds amount at present to
£3,300,000.
Loans to the Commissioners of Sewers.—The Commissioners of
Sewers raised £1,000,000 by Debentures redeemable by drawings
in twenty years. The loan and the interest thereon are secured by
the rates leviable by the Commissioners. The amount outstanding
now is £500,000.
Not only at home, however, but in the Colonies as well, Town-
ships are in the habit of borrowing for necessary works, such as
Colonial drainage, paving, water-supply, tramways, lighting, etc.,
Township and there, as at home, the capital and interest of the
loans are secured over the rates. In considering as to
such loans it is usual to compare the total indebtedness with the
population and the taxable rental, to know the limit of the borrow-
ing power of the Township, to see generally whether there are in
the locality the elements which will lead to the extension of
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population and prosperity or the reverse, and to examine what part
of the debt has been, and is being, incurred for productive works,
such as tramways, electric lighting, etc., and what for unproductive,
such as improvements, paving, and the like. It is necessary also
to make sure that the Bonds are being issued strictly in accord-
ance with the laws of the State.
Corporation Loans in this country are almost always redeemable
within a fixed number of years. In a few cases they are redeem-
able only with the consent of the holders. Colonial Township
Loans are usually issued in the form of Bonds redeemable after a
number of years, with coupons attached for the yearly or half-
yearly payments of interest till the Bonds mature.
In reckoning the return on Colonial and Foreign Debentures
it is important to bear in mind that the Banks, in Scotland at
Bank char es l e a s^ make & charge for collection of the coupons
on collection of 2s. 6d. per £100 if the interest is payable in
oupons. ^ . g counf.ry.^ a n ( j of gs p e r c e n k if the interest is
payable abroad.
Further, a charge of 5s. per £100 is made for collection of the
Principal of Bonds which are not repayable in this country.
Collection of coupons payable in this country may however be
secured free of charge through many of the Banks in London.
EAILWAY STOCKS AND SHARES.
Next in order after Government and Municipal Stocks, we may
take the various classes of Eailway Stocks and Shares. Their
importance to investors is apparent, both from. their extent, and
also from the security afforded by them. The following State-
ment shows the total capital of the Railway Companies of the
United Kingdom to the end of the year 1894, under the principal
headings, and with the relative dividends, namely:—
Stock . .
Dividends .
Ordinary.
£360,086,684
13,699,945
3-8 °/o
Guaranteed and
Preferential
Stocks.
£352,849,084
14,291,946
4-05 %
Loans and
Debenture
Stocks.
£272,451,587
10,117,952
3-71 %
Total.
£985,387,355
38,109,843
3-87 %
(Total for the year 1895, £1,001,110,221.*)
* In a paper read last month before the Insurance and Actuarial Society
of Glasgow, Mr. N. B. Gunn, Manager of the Scottish Amicable Life Assur-
ance Society, estimated the accumulated capital of the nation in 1895 at
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In the above total capital of £985,387,355 is, however, included
a sum of £81,044,811 (or over 8 per cent, of the whole) of merely
nominal capital due to the Conversion and Consolida-
t i o n o f
 Stocks. For instance, the London and North-
Western Eailway Company converted their 4 per cent.
Debenture Stock into new 3 per cent. Stock, on the basis of equal
income, viz., £133, 6s. 8d. of new Stock for every £100 of the
old. The nominal addition to the capital on conversion was in
this case upwards of nine millions; but of course the dividend
payable on the increased capital was the same in amount as had
been formerly payable on the old Stock. Such nominal increases
of capital are known as "Watering" of Stocks. The term is
most commonly applied to the splitting up of the Ordinary Stocks
into Preferred Ordinary and Deferred Ordinary, as explained here-
after.
There is no liability attaching to fully paid-up Shares or Stocks
of Railway or other Companies incorporated by Act of Parliament.
The chief drawback, however, to investment in the Ordinary
Stocks of Eailway Companies is the great liability to fluctuation
in the dividends from year to year. As the dividends applicable
to the Guaranteed, Preference, and Debenture Stocks have to be
met before any dividend is payable on the Ordinary Stock, it is
apparent that if from any cause, such as the extensive coal strike
of 1893, the earnings of the Company for any year are sensibly
diminished, the result must affect in the first place, and perhaps
alone, the Ordinary Stockholders.
In terms of the Companies Clauses Act 1863, when a Railway
or other Company is authorised by Special Act to raise additional
Creation of capital, it may do so by the creation either of new
Additional Ordinary Shares or Stocks, or new Preference Shares
api a
' or Stock; in either case, if the existing Ordinary
Shares be at a premium, the first offer of the new Shares or Stock
must be made to the existing shareholders, unless the Company
determines otherwise before the issue of the new Shares or
Stock.
Increases of capital have of late years been required a good
deal for the purpose of providing, on account of competition, in-
creased facilities and improved means of conveyance to the
travelling public. Such increases have not borne proportionate
increases in earnings, and consequently the surplus of Revenue
available to meet the dividends on the Ordinary Stock has in
most cases been lessened thereby. This is a further objection to
investment in " Ordinary " Railway Stocks.
twelve thousand millions sterling, and we see that the Railway Capital is
exactly one-twelfth of that tot"1
I
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In America, it may be mentioned that expenditure for the
"Better- purpose of improvement, etc., of existing lines is
ments." called "Betterments," and is usually charged to revenue
and not to capital.
PREFERRED AND DEFERRED ORDINARY STOCKS.
In terms of the "Kegulation of Kailways Act 1868/' any Com-
pany which, in the year immediately preceding, has paid a dividend
on its Ordinary Stock of not less than 3 per cent., may, pursuant
to the Resolution of an Extraordinary General Meeting, divide
their Paid-up Ordinary Stock into two classes, to be, and to be
called, the one Preferred Ordinary Stock, and the other Deferred
Ordinary Stock.
Preferred and Deferred Ordinary Stock are to be issued only in
substitution for equal amounts of Paid-up Ordinary Stock. Pre-
ferred Ordinary Stock is allowed by the above Act to bear a fixed
maximum non-cumulative dividend at the rate of 6 per cent, per
annum; while the Deferred Ordinary Stock receives the balance
of dividend payable on the Ordinary Stock over and above the
fixed rate payable to the Preferred Ordinary Stock.
Taking the Caledonian Railway, for example, we find that a
shareholder may at any time require the conversion of £100 of
Ordinary Stock into £100 of Preferred Ordinary Stock and £100
of Deferred Ordinary Stock. The Preferred Ordinary Stock is
entitled to a dividend at the rate of 3 per cent, per annum, and
as the Ordinary Stock last year received a dividend of 5 per cent,
for the year, the dividend on the Deferred Ordinary Stock last
year was 2 per cent. Had the dividend on the Ordinary Stock
been 3 per cent., the Preferred Ordinary would still have received
its 3 per cent, and the Deferred Ordinary would not of course
have received any dividend. Had the dividend on the Ordinary
Stock been only 2 per cent, the Preferred Ordinary Stock would
have received that rate also, and could not have claimed for the
1 per cent, short paid out of the profits of any subsequent year.
The Caledonian Railway have also two other Deferred Ordinary
Stocks. Deferred Ordinary No. 1 participates pari passu with the
Ordinary Stock in all the dividends above seven per cent.; and
Deferred Ordinary No. 2 in all dividends above 9 per cent.
Neither of these stocks has yet received any dividend.
PREFERENCE STOCKS.
These are numerous, and very varied in character. Most of the
Railway Companies have several classes of Preference Stocks, which
have been created at various times, and all of which are entitled to
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dividends at certain fixed rates before the Ordinary Stock receives
any dividend. Among themselves, these Preference Stocks receive
their dividends in a fixed order, but all of them come after the
Debenture Stocks. Preference Stocks created since 1859 are
dependent for dividends upon the profits of each separate year,
but this arrangement does not affect pre-existing Accumulative
Stocks, which have since 1859 been funded into new Accumulative
Stocks. By " Accumulative Stocks," or " Stocks with
cumulative. Dividends Cumulative," is meant that, if in any one
year there is not sufficient income to meet the claims of
these stocks for dividend at the rate assigned to them, they can claim
for unpaid dividends, or unpaid portions of dividends, for past
years on the income of subsequent years. Other Preference Stocks
are dependent for their dividends on the income of each separate
year, and, if such income is insufficient to meet their claims in full,
they cannot claim for arrears on the income of subsequent years.
The Scotch Trustee Act, it will be seen, allows investment only
in Cumulative Preference Stocks, and it further requires that such
Stocks shall be those only of Companies in Great Britain, which
have paid for the last ten years a dividend (without specifying a
rate) on their Ordinary Stock. The English Act, on the other
hand, allows investment in any Preference Stocks of Railway
Companies of the United Kingdom, provided such Companies have
paid for the past ten years a dividend of not less than 3 per cent,
per annum on their Ordinary Stock.
DEBENTURES AND DEBENTURE STOCK.
The paper by Mr. Coles in the 15th vol. of the J.I.A. on
"Railway Debenture Stock" has been already referred to, and
some of the remarks in that paper will be reproduced under this
heading. The fact that, as shown in our Table on page 57,
24 per cent, of the total sum invested last year by the Life
Assurance Companies of the United Kingdom was placed in
Debentures, should naturally lead us to examine this portion of
our subject somewhat fully.
In Cavanagh's Law of Money Securities, a Debenture is defined as
an instrument in writing, generally under seal, creating a definite
charge on a definite or indefinite fund or subject of
property in favour of a given person, or of a given per-
son and his order or bearer, and constituting a member
in a series of similar instruments, each entitling the original holder
thereof to similar rights. Hence a Debenture is distinguished
(1) from a Mortgage, which is an actual transfer of property;
(2) from a Bond, which does not directly affect property; and
(3) from a mere charge on property which is individualised, and
i
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does not form part in a series of similar charges. Speaking
generally, we may say that a Debenture is a promise to repay at
the end of a specified period, with interest meantime at an agreed-
upon rate, an advance secured by the whole property of the in-
dividual or company, unless anything is stated to the contrary.
Where any special security is pledged, the term " Mortgage De-
benture " is generally made use of.
The usual form of a Debenture Bond is that of a Mortgage
deed assigning as security for the Loan the undertaking, tolls and
Form of a sums of money arising under the Special Act of In-
Debenture corporation. The Bond is transferable by deed only,
duly stamped, the consideration-money being stated
therein, and the transfer registered at the office of the Company,
within a certain period after its date.
There is no doubt that where a specific Trust has been created,
Debentures and Debenture Stock afford an investor a superior
Secunt security, not only from the fact that they constitute a
afforded by first charge, but also because they give him the ad van-
en ures. £ages of a creditor, and do not saddle him with the
liabilities of a shareholder. Care must however be taken in
dealing with the Debentures of commercial companies when the
undertaking is valued as a going concern; as, in case of a falling-
off in trade, it will generally be found that mere buildings and
plant form a very poor security, apart from the business itself.
In many commercial undertakings, the use of the term " Deben-
ture " is frequently very misleading. Instead of some
specific security being pledged for the debt, as would
seem to be suggested, a charge over the general under-
taking is all that is given, with the result that assets
nominally mortgaged are notwithstanding left free to
be dealt with as formerly.
Railway Companies, in the earlier days of their history, used to
borrow a good deal of their capital by way of Debenture Bonds,
not that they probably contemplated the actual repayment of the
capital, but rather with the idea of re-borrowing when the Bonds
matured. Finding, however, that difficulties and anxiety very
often attended the re-borrowing, especially if the market happened
to be in an unfavourable state at the time, they ultimately came
to adopt the expedient of " funding " their Debenture Debt under
the name of Debenture Stock.
In terms of the Companies Clauses Act 1863, when a Company
is authorised, by its special Act incorporating that Act, to create
and issue Debenture Stock, it may, with consent of the proportion
of its shareholders named in its special Act, or, if no proportion
be named, then with consent of three-fifths of its shareholders,
issue Debenture Stock for such money as they have power to raise
Term "De-
benture"
misleading
in certain
circum-
stances.
•A*
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on mortgage,—the rate of interest to be as fixed in the Special
Act, or, if no rate be named, then at a rate not exceeding 4 per
cent. Debenture Stock, with the interest thereon, forms a charge
upon the undertaking of the Company prior to all Shares or Stock
of the Company.
Interest on Debenture Stock has priority of payment over all
Dividends or Interest on any Shares or Stock of the Company,
interest on whether Ordinary or Preference or Guaranteed, and
Debentures ranks next to the interest payable on the Mortgages or
ofothrernty Bonds for the time being of the Company legally
Dividends. granted before the creation of such stock, but the
holders of Debenture Stock are not as among themselves entitled
to any preference or priority.
Holders of Debentures and Debenture Stock, in common with
other shareholders, have the right to examine, at all reasonable
times, the Kegister of Mortgages of the Company; and a decision,
given only a few days ago, proves that they have also the right to
make a copy of the entries in such Eegister.
If interest on Debenture Stock is not paid within thirty days of
its due date, any one or more holders, holding the amount prescribed
in the special Act, and if no amount is prescribed,
ofPReceiveernt then one-tenth of the amount authorised to be raised
FaJctordal o n Mortgage, or £10,000, whichever of the two sums is
the smaller, may require the appointment, in England
or Ireland of a Keceiver, and in Scotland of a Judicial Factor.
Debenture Stock does not give power to vote at meetings, but
shall be considered as entitling holders to the rights
stockndoes and powers of mortgagees of the undertaking, other
powertovote. ^ a n ^e right to require repayment of the Principal
Money paid up in respect of the Debenture Stock.
Money raised by Debenture Stock must be applied exclusively
e in paying off money due by the Company on Mortgage
Application of V » i i /. n . i • , , , ° °
money raised or Jt5ona, or else for the purposes to which the same
sto?k.benture m o n ey would be applicable if it were raised on Mort-
gage or Bond instead of in Debenture Stock.
It was decided that the holders of Eailway Debenture Bonds had
the first claim on the net earnings of a railway, without, however,
any power to seize the fee-simple of the land on which
t h e
 R ^ ^ a y is constructed, or in fact to interfere with
thS?se7uri t h e carrying capabilities of the Kailway. Accordingly,
orTnterfere Kail way Debenture Stock taking the place of Debenture
^ K ^ Bonds, the holders of it become entitled to the first
claim on the net earnings of the Eailway for dividends,
and take priority in that respect over the holders of the Ordinary
and Preference Stocks, but they have no power to realise their
security or to interfere with the working of the Eailway.
Principal Stock Exchange Securities 73
Amount The amount to be borrowed by Eailway Companies
be borrowed0 on Debentures is usually limited to one-third of their
on Debentures.
 S h a r e Capital.
Dealings in Debentures, as distinguished from Debenture Stocks,
are subject to the following Stock Exchange Ettle:—Bonds and
stock Debentures of Eailways in Great Britain, Ireland, and
Rule as^o *^e East Indies, shall be dealt in so that the accrued
dealings in interest up to the day for which the bargain was done
entures. j ^ p ^ ^ ^ e buyer; but bargains in Bonds and
Debentures of Colonial and Foreign Eailways shall include the
accrued interest in the price.
LLOYD'S BONDS.
In dealing with Debentures, we are naturally led to consider the
form of security known as Lloyd's Bonds. They are not so familiar
to investors as the other Stocks we have been dealing with, and
the reasons that they are not more dealt in seem to be because
they are to some extent uncertain in their nature—owing to their
liability to forgery,—and because they come very near to being a
means of evading the law.
Though by the " Cheap Trains Act" Eailway Companies are
prohibited from borrowing money otherwise than under the
provisions of some Act of Parliament, "there is no rule of law
or Act of Parliament to restrain them from the exercise of the
general freedom of contract enjoyed by private persons. They
are therefore at full liberty to purchase property or hire workmen,
etc., and debts so incurred avail against the Corporation as they
would against an individual debtor, and as such may be secured by
covenant or charge on property. Thus a Eailway Company may
give a Bond or Debenture binding itself to repay a debt for work
done or materials supplied, and such a Bond is as good and effectual
as a security issued in direct pursuance of borrowing powers. An
instrument by which debts of the nature described are secured,
whether by covenant or by charge on property, is usually called a
Lloyd's Bond " (Cavanagh). While, therefore, a Lloyd's Bond
given to secure a present advance is illegal and invalid, it will
stand good if given to secure a debt other than for money ad-
vanced, or even to secure a debt for a past advance which has been
• bona fide made and subsequently applied for the use of the borrowing
body. Priority of claim between Lloyd's Bonds and Statutory
Debentures appears to be only a question of more or less diligence.
Originally no Coupons were attached to these Bonds, but latterly
Coupons have been issued with them. It would seem to follow
from what is here stated, that, by means of Lloyd's Bonds, the
property of a Eailway Company or other body corporate might be
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indefinitely charged and its liabilities indefinitely increased, even
though there is a restriction imposed by Act of Parliament on the
borrowing powers of the Directors.
LIEN STOCKS.
" In its most general signification a Lien may be defined as a
right to retain possession of, or judicially realise, the property of
another, so long as a debt or other money demand due—either in
respect of such property or otherwise—by the owner to the person
claiming to exercise the right shall remain unsatisfied. A lien
must be carefully distinguished from a Mortgage, Pawn, Assign-
ment, or Charge; in common with these latter a lien is a security
on property, and, so far as it extends, an encumbrance thereon,
but the property affected by a mere lien is never in any way during
the continuance of the lien transferred to the person holding the
same, although such person may in many cases be entitled by
means of his lien to have the property transferred or realised in
his favour " (Cavanagh).
Like other forms of property, Railway Lines may form subjects
of liens. Eailway Lien Stocks seem to have originated in most
cases from amalgamations. On the transfer of a smaller line to a
larger Company, the shareholders of the transferred Company are
guaranteed a fixed rate of interest on their capital by the Company
taking over their undertaking, and they retain at the same time a
lien over the transferred Railway as a further security for payment
of future dividends.
We have already seen that the holders of Railway Debentures or
Debenture Stock have no power to seize the fee-simple of the land
on which a Railway is constructed, or to interfere with the carrying
capabilities of the Railway, but are only entitled to the first claim
on the net earnings of the Railway for dividends. It appears,
however, that " a vendor to a Railway Company has the same
lien and remedies as an ordinary vendor; that such lien will be
enforced by sale although the Railway be made and open for public
use; that the sale will be made free from all claims of the public
to use the line as a highway; but an interlocutory injunction to
restrain a Company from running their trains until the lien is
discharged will not be granted; nor, according to the most recent
decision, a receiver appointed, though such an indulgence was
formerly granted " (Cavanagh).
LEASED AND RENT CHARGE STOCKS.
Analogous to Lien Stocks are the Stocks* of Leased Lines.
Such lines are usually of small extent, often mere connecting links
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between different systems. It is much less expensive as regards
management and working to lease them to some large Company.
The term of the lease is usually for a longer or shorter number of
years, and very often in perpetuity. A certain yearly payment in
name of rent is made by the leasing Company, and, as the original
shareholders never actually part with their property, they have
always their own undertaking to fall back upon in the event of
the leasing Company failing to pay the agreed-on rent.
It will have been noticed that the English Trustee Act allows
investment in Leased Stocks only if the lease is for not less than
200 years at a fixed rent; while the Scotch Act allows investment
in such Stock only in those cases where a lien has been retained
over the undertaking.
By a Rent Charge we are accustomed to think of the annual
payment required to redeem a sum of money, Principal and
Interest, within a certain number of years. A Rent
SttGock.Charge Charge Stock, however, does not imply the redemption
of the capital in that way, and all that the name signi-
fies, apparently, is that the annual payment of interest on the
capital is of the nature of a rent for the use of the line.
SURPLUS LANDS STOCK.
We have now noticed all the chief classes of Railway Stocks.
There are, however, special Stocks which are peculiar to certain
railways, but we cannot examine all of these in detail. They are,
as a rule, not very frequently met with, and in most cases their
names indicate pretty clearly their characteristics. We shall just
refer very shortly to the above-named Stock as an example of
such Special Stocks.
The Surplus Lands Stock appears among the Stocks of the
Metropolitan Railway Company, and it had its origin as follows:
By their Act of 1885, the Directors of that Company were in-
structed to prepare a plan showing the lands which were not in
their judgment required, or likely to be required, for the purposes
of the railway undertaking. These lands were thereafter formed
into a separate Stock, which is managed by a committee of three
Stockholders and two Directors.
As the Debenture and certain other Preference Stocks existing
at the date of formation of the New Stock had rights of priority
in the lands in question, these rights are still of course protected
under the new Stock.
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We have already perhaps dealt with all of those Stocks iu which
the Funds of Insurance Companies are usually invested. There
are, however, some other important classes of investment made use
of, chiefly by private investors, to which we may refer in a word
or two.
TRUST COMPANIES.
There are quite a number of these, and they are also very varied
in character. Those of the better class have been formed " to
invest money upon the security of real estate," chiefly in the
Colonies and in the United States; " to invest in selected Stocks
and Shares, and to average investments "; " to invest in various
dividend-paying undertakings on the trust principle " ; " to accept
transfers into the name of the company and trustees of ordinary
Stocks of certain railway companies, and to issue their own shares
in exchange for the same"; "for the purpose of applying to lands
the principle of division of risks and an averaging of profits " ; " to
purchase assets of bankrupt estates/' etc. etc.
In addition to their ordinary shares they very frequently issue
Preference and Debenture Stocks also.
BANK SHARES.
These, no doubt, form safe enough investments, so far at least
as the principal Banks of the United Kingdom are concerned; but
the great drawback to them undoubtedly is, the large uncalled
liability which is still in most cases attached to the shares.
Previously to the disastrous failure of the City of Glasgow Bank
most of the Scotch Banks at least were altogether unlimited; but
now all that were not formerly limited have been registered with
limited liability under the Companies Acts 1862 to 1880. In
some cases the uncalled capital is capable of being called up only
for the purpose of liquidation; and in other cases part of it may
be called up for business purposes and part for liquidation. It is
of course quite outside the scope of this paper to refer to the
important and interesting subject of the business of Banking.
INSURANCE SHARES.
Little need perhaps be said about these. Most of us who are
connected with Proprietary Companies are already familiar with
the shares of our own offices. Though Assurance Companies do
not hesitate to purchase the policies of other offices as an invest-
ment, it is, I suppose, unheard-of for one company to invest in the
shares of another. Many companies hold their own shares as an
investment, though the propriety of their doing even this has been
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called in question. It is somewhat remarkable to observe how
very large an uncalled liability attaches to the shares of Insurance
Companies without exception. Circumstances seem to be com-
bining to make insurance shares a less desirable investment than
formerly; and in the case of purely Life Offices, at any rate, it is
safe to say that the same dividends are not likely to be paid on
them in the future as in the past.
COMMERCIAL COMPANIES.
Investors who are not speculators do not usually deal in the
ordinary shares of such Companies; but of late the debentures of
many of them have come into considerable favour. We have
already referred in part to these under our heading of Debentures
and Debenture Stocks, and I would conclude these remarks upon
Shares of commercial Companies now, by quoting two or three
sentences from a paper by Mr. Mackenzie in the Journal of the
Institute of Actuaries, vol. xxix. He says : " As regards Preference
Shares or Stocks of commercial companies, it is certainly safer to
avoid all new companies, and only to invest in them when the
ordinary capital is proportionately large, when steady dividends
have been paid, and where there is nothing in the nature of the
business carried on to render future profits uncertain. Even the
Preference Shares of companies whose earnings may not impro-
bably be affected by the future course of legislation should be
avoided. Many breweries and distilleries, for instance, are depen-
dent for much of their profit upon ' tied houses/ and the fact of
there being a strong desire in many quarters for a reduction in
the number of public-houses should not be overlooked."
AMERICAN SECURITIES.
We have dealt throughout this paper almost entirely with
Home and Colonial Investments, but there is no doubt that our
Assurance Companies are already finding even that pretty wide
field too narrow for their needs as regards investments. Several
of them, it is well known, have lately placed large sums in mortgage
over property in the United States, and others have been taking
up somewhat freely the better class of American Railway Bonds.
These Bonds are of three descriptions, namely, Gold
currency^' Bonds, Currency Bonds, and Sterling Bonds. Gold
-Bonds a r e s o n a m e d because they contract to repay
principal and interest in gold dollars. Currency Bonds
are repayable in the lawful money of the United States at the time,
whatever that may be. Sterling Bonds are issued in British cur-
rency to suit them for the home market. The difference between
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the Gold and Sterling Bonds will thus be just the difference of
exchange at the time.
The American Securities to which we have referred may be
perfectly safe for investment, and the higher rate of interest real-
isable on them meantime undoubtedly forms a great attraction to
them. It is to be borne in mind, however, that there are various
weighty considerations to justify many of those who are responsible
for the investment of our Assurance Funds in their decision to
have nothing to do with American Securities. "We shall close
this head of our subject by merely mentioning some of these :—
(1) In the event, which we all hope will be remote, of war between
this country and the United States, the interest on investments in
America would cease for the time at least to be payable; (2)
American laws and institutions have been shown to be liable to
sudden and very great alterations; (3) Many of the existing laws
are already decidedly unfavourable to aliens, and the tendency
seems to be to make all of them so. For instance, some of the
States have already passed a law whereby, in the case of a
bankruptcy, the claims of creditors within the State must be met
in full before any outside creditor gets any part of his claim paid.
The legislature of the State of California has also, I am informed,
passed a Bill—which only wants the signature of the Governor to
make it law—whereby the Governor is empowered, in certain
circumstances, to confiscate alien capital; (4) There has been for
some time past, and there is at present, a widespread agitation to
get alien capital heavily taxed, and there is little doubt that, when
such capital is less required in America than it is at present, some
measure to that end will become law; (5) Many of the American
States have in former times repudiated their liabilities to their
creditors, and some of them may do so again; (6) It must be said
also, though with reluctance and regret, that there is a great
tendency in America to think lightly oftentimes of certain forms
of what, to give it its most respectable name, we must call sharp
practice in business matters, especially in the case of syndicates;
and investors there have therefore need to exercise very great
caution indeed as to the character of the parties to whom they
intrust their capital; (7) As in the Colonies and elsewhere of late
the rate of interest has suffered very great diminution, so it is to
be anticipated that the higher rates of interest presently prevailing
in America are not likely to be long-lived either.
It now only remains to me to close this, which I feel to be a
somewhat imperfect, sketch, by mentioning the sources from which
I have drawn much of the information contained in the paper, or
from which I have obtained useful hints. They are: Burdetfs
Official Intelligence, The Stock Exchange Year-Book, Fenn on the
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Funds, The Encyclopaedia Britannica, CavanagKs Law of Money
Securities, and various pamphlets, chiefly the paper on " Life Office
Investments," read before the Society on 7th March 1895, by our
Honorary President for the present year, and a paper by Mr.
Graham Watson, Manager of the Scottish Provident Institution,
on the " Consideration of Securities for Loans," read before the
Chartered Accountants Students' Society three years ago.
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